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PROPOSED MODIFICATIONS IN AUSTRIAN 
THEORY AND TERMINOLOGY. 

The rapid movement in psychological opinion toward 
what is termed the " volitional psychology " as distin- 
guished from the passive or associationist point of view — 
the newer insistence upon impulse and instinct in human 
activity as against calculating and reflective choice — is 
making increasingly clear the necessity for re-formula- 
tion of the fundamental assumptions of economic theory. 
The process of valuation is distinctly a psychological 
phenomenon, and the problem of value is the fundamental 
problem in economic science. It may not be too much to 
say that the next line of advance in economic theory will 
be distinctly psychological in character, and that further 
progress awaits its new impulse at the hands of the 
psychologist. 

It must be admitted that in all fields of investigation, 
other than jurisprudence and economics, Utilitarianism 
stands as a point of view discredited and outworn. How- 
ever defensible this laggardness may be for a science 
where the question is merely, as in jurisprudence, on 
what reasonings have legal precedents and legal institu- 
tions been worked out, there can be in utilitarianism no 
resting-place for those sciences which, like economics, ask 
not what opinion the doctors of the science have held con- 
cerning the facts, but what objectively are the facts. 
Economics must keep itself abreast of modern thought or, 
at the worst, must more or less belatedly follow after. 
The preliminary step is, then, to recognize that utilitarian- 
ism, or any form of hedonistic theory, is a thing of the 
past. 

It is precisely from this point of view that the Austrian 
school comes seriously under suspicion. Whether it be 
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by necessity and fundamentally, or merely through ter- 
minology and gratuitously, there is over-much flavor in it 
of Benthamism, — too much talk of utility in the sense of 
pleasure, and too much analysis of market activities in the 
aspect, not merely of egoistical and cool-headed far-sight- 
edness, but also of calculations worked out under a com- 
mon denominator of utility for feeling, — "pleasure by 
the shilling's worth." 

This is, in any event, if not bad doctrine, at least ques- 
tionable and unnecessary doctrine. It lacks catholicity. 
There are too many thinkers who believe that men sell and 
buy economic goods from impulse and habit and irreflection 
— that instinct and appetite and spontaneity manifest them- 
selves in the economic world as truly as in the world of 
play or romance. There are those going even so far as to 
say that primarily we do not desire things because they 
give us pleasure, but that they give us pleasure because 
we desire them. Just as the chicken pecks its way out 
of its shell without foreknowledge of the glories of the 
outside day, and immediately upon exit picks up a grain 
or two of sand, nowise interested in the near-by gratifica- 
tion from its pungent flavor or in the far-away joys to 
accrue from a well-sanded digestion, just so human 
instincts and tastes and impulses reach their time, and 
spontaneous activities press forward to expression : rattles 
wane and dolls wax, while in later succession sleds and 
canes and sweethearts and homes and offspring and offices 
and professorships, crowd upon the stage of human activ- 
ity. Things move from indifference through gratification 
to satiation, as men change in their equipment of desires 
and tastes and sympathies; and, when a thing comes to 
give us pleasure, it does so merely because we have come 
to like it. As one wakes in the morning according to the 
inner time-lock which he has set at bed-going, as the 
hypnotic patient carries out, days later, the mandate given 
during his forgotten trance experience, as the idSe fixe of 
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pathological mental conditions, or even of habit, guards 
one against all influence of argument or appeal, as the 
resolve of yesterday remains by that mere fact the cher- 
ished goal of to-day, so do all of us, in a wide domain 
of our activities, move in a half-blind trance of inherited 
impulses and instincts and of acquired tendencies and 
aims. So much of our action is essentially reflex that 
there is more question whether any of it is altogether 
calculated and purposeful than whether all of it is. 

In truth, however, one may concur in all this protest, 
and yet remain in his economics thoroughly an Austrian 
still. It may be that these investigators are grievously 
given over to utilitarianism; but so have other men been 
to Methodism without obvious disadvantage to their 
economic theories. So much is, indeed, asserted by both 
Boehm-Bawerk and von Wieser ; and one wonders mostly 
why, if all this hedonism is, in fact, so unessential, one 
finds so much of it.* And yet it may safely be asserted 
that there is not one single essential doctrine in the 
system that might not, without substantial impairment or 
change of economic bearing, be stripped of its psycholog- 
ical or ethical implications.! 

For the purpose of the present discussion there is, 
therefore, no occasion to enter into a criticism of the 

*Men strive after happiness. This is, perhaps, the most general, and 
certainly the most vague, expression for a complex of strivings, all of which 
have for the object the bringing about of such occurrences and conditions as 
we know and feel to be pleasant, and the avoiding of those we know to be 
unpleasant. Instead of " striving after happiness," we may use the expression 
"striving after self-preservation and self -development," or "striving after 
the greatest furtherance of life." Or we may, with equal propriety, use the 
words " striving after the most complete possible satisfaction of wants " ; for 
the expressions we are so familiar with in economic terminology, " want " and 
"satisfaction of want," mean, in the last resort, nothing else than, respec- 
tively, the unsatisfied craving of man to be put under conditions he thinks 
desirable, or more desirable than those he has, and the successful obtaining 
of such conditions. Positive Theory of Capital, !). 

t To many of us it seems a positive hindrance to the fair fame of political 
economy now that its professors should talk of a " calculus of pleasures and 
pains," as if that were the foundation on which all economical theory must 
rest. If the economist is no longer assumed to suppose that all men act only 
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Austrian terminology purely in the aspect of its philo- 
sophical or ethical implications. However bad the psy- 
chology of the demand school in economics may appear, 
it can be held to be of disadvantage to economic thought 
only in the sense that it holds the field against some better 
psychological formulation of economic foundations. It 
is, indeed, not to the terminology or to the psychology of 
the Austrians, but to the point of the purely economic 
analysis characteristic of the school, that consideration is 
asked in this paper. The terminology will come in for 
attention, but solely in its aspect of a shorthand summary 
of doctrinal positions. More or less by the way, it may 
appear that the great issue between the utility and the 
cost schools of value is to be set aside as an issue untimely 
joined, or even as ultimately meaningless ; it is believed 
that peace, even on these terms, will not be over-dear. 
As against the cost of production theory, it will be urged 
that the price point of adjustment is not fixed by marginal 
cost of production, but merely, tendency-wise, at the 
marginal cost of production. As against the marginal 

from self-interest in the narrowest sense, why should he be supposed to 
measure only pleasures and pains ? Bonar, Philosophy and Political Economy, 
236. 

The facts are simply these. Every species of wealth is of value to us in so 
far as it helps us to supply some of our wants. These wants are of an almost 
endless variety, and differ very greatly in the degree of their importance. . . . 
If any of these wants remain entirely unsatisfied, we are to that extent the 
losers ; and their loss is in proportion to the importance of the wants whose 
satisfaction is desired. But each of our wants demands only a limited amount 
of the material which is appropriate to its gratification ; and, when this has 
been granted, it demands no more. Moreover, each want can in general be 
supplied in such a way as to serve its purpose moderately well with a con- 
siderable less amount of material than that which would bring it up to the 
limit at which the demand would absolutely cease. Hence, as wealth in- 
creases in a particular direction the increments in that direction become less 
and less valuable for the supply of our wants. In all this there is no necessary 
reference to pleasure. If the need of living continued, we should go on about 
as before without any connection of pleasure with the gratification of want. 
. . . We have seen already wherein the plausibility of the doctrine consists. 
Our end seems plainly to be in the realization of something which our nature 
wants. Such a realization brings pleasure. Hence it is very natural to identify 
pleasure with the realization of an end. Mackenzie, Introduction to Social 
Philosophy, 215, 216. 
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demand theory it will be urged : (1) that the marginal 
demand also gives merely the point of fixation, not the 
cause of the fixation — that in this case likewise the prepo- 
sition should be at, and not by ; (2) that it is only by a 
slight of hand in terms that marginal utility is made 
identical with marginal demand ; and (3) that marginal 
utility, strictly and accurately used, has nothing directly 
to do with the value problem. 

II. 

The manner of market analysis especially characteristic 
of the Austrian school has, under the name of the mar- 
ginal method, now established itself among practically all 
economists, although there remain different views enough 
as to the possible purposes which this analysis may serve. 
" In isolated exchange — exchange between one buyer and 
one seller — the price is determined somewhere between the 
subjective valuation of the commodity by the buyer as 
upper limit and the subjective valuation of the seller as 
lower limit." * No one would be disposed to dissent ; B, 
the seller of the horse, and A, the buyer, work out the 
price result by higgling. But it is worth while to note that 
the case is more complex than it seems upon the face of 
it. What are these different subjective valuations ? A is 
concerned not merely with the utility of the horse, but 
also with the utility of what he must let go in order to get 
the horse. B likewise has really two things in mind — the 
horse to be sold and the return therefor to be received. 
Evidently, there is tacitly and directly present in the prob- 
lem a medium of exchange, and tacitly and indirectly 
present a whole range of commodities into which the 
transferred medium may be exchanged. For ideally simple 
conditions, the case should be assumed as one in which B 
has only horses for sale, A only sheep, and neither A nor 

* Positive Theory of Capital, 199. 
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B the disposition, at the same time with the opportunity, 
to part with his newly acquired property. If, then, B's 
supply of horses is such as to make horses a burden to 
him, while A is equally overstocked with sheep, the terms 
of exchange may be anything, — thirty horses for one 
sheep or thirty sheep for one horse : there are no limits 
but those of skill in bargaining. But, directly it is assumed 
that each finds in both horses and sheep a utility for him- 
self, there comes about a valuation by both A and B, — not, 
however, a valuation by B of his horses or by A of his 
sheep in terms of some unrelated marginal usefulness, but a 
comparison by B of the marginal usefulness of his horses in 
terms of the marginal usefulness of the sheep offered — by 
A of the sheep in terms of the horses offered. That is to 
say, upon a basis of one marginal utility for each exchanger 
there can be no limit prices between which the exchange 
price must finally be found. Each trader must be con- 
cerned with two marginal utilities, and must have based 
his subjective valuation upon the outcome of this compari- 
son. It is only upon these conditions that A can set his 
minimum offer at ten sheep for one horse, or B determine, 
as his limit, to accept five sheep for one horse, and the 
price limits be declared fixed at ten to one as upper limit 
and five to one as lower limit. 

The importance of the further assumption of an ex- 
change medium and a surrounding commodity market is 
now sufficiently evident. To say that B will accept fifty 
dollars for his horse, and that A will, as limit, give sixty 
dollars, is to say that B prefers as against the utility of 
the horse the things which fifty dollars will purchase, and 
that, even as against the utility of things that sixty dollars 
will purchase, A prefers the utility of the horse. 



The foregoing illustration will furnish the materials 
necessary for an examination of the Austrian terminol- 
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ogy. There is, perhaps, no sufficient reason to quarrel 
with the term utility either on the ground of its dis- 
tinctly hedonistic associations or upon the basis of some 
other word better serving the needs of the case. In truth, 
the better word is not readily forthcoming ; and, whatever 
may have been the consensus of use in past economic dis- 
cussion, it remains true that utility does not of necessity 
mean " importance for happiness " or imply any sort of 
" pain or pleasure calculus." Desirability in the sense of 
the capacity to be desired is inaccurate, while desiredness 
is at least awkward. If, however, one revolts at the use 
of utility and marginal utility, desiredness and marginal 
desiredness may perhaps be acceptable. 

Acquiescence in the term utility carries with it also an 
acceptance of marginal utility. Entirely aside from any 
question as to the dubious purposes to which this second 
term has been subjected in economic discussion, it is clear 
that it stands for an actual fact in individual experience. 
Its best illustration is found in the falling intensity of the 
desires of any individual for any given sort of commodity 
at any given point of time. Successive increments of sup- 
ply call forth a continually diminishing response of desire. 
But note that, if the case be not conceived as one of a suc- 
cession of commodity items, — if no item be regarded as 
coming early or late as compared with any other, but all 
as portions of a stock already in hand, — it is no longer 
possible to regard any one item as entitled as against any 
other to the marginal place. Any item may stand as mar- 
ginal in the sense that the loss of it would be felt as in- 
volving only the utility depending upon it, which utility 
would be equivalent to the utility of the last item in the 
series, were the different items acquired or considered suc- 
cessively. 

It by no means follows, however, that each of the items 
is marginal because any one of them may be so. Not all 
of the items of a stock can be marginal at once. The 
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utility-loss that will be suffered in the loss of the entire 
stock is not the marginal utility times the number of 
items, but the utility of the entire stock conceived as a 
marginal stock. No one item can be regarded as marginal 
excepting on such terms of regrouping as shall impose the 
non-marginal quality upon all the others.* 

It needs also to be clearly held in mind that in utility 
schedules we never get beyond the individual, and that 
marginal utility is purely a matter of the individual 
psychology. For different individuals there can be no 
comparison of utilities either qualitatively or quantita- 
tively. As including more than one individual schedule, 
there is, therefore, no possibility of a marginal service in 
the sense of the smallest service of a descending series ; 
there is no series. That A will pay 30 and B 29 in no 
sense implies that the utility to B is to the utility to A 
as 29 : 30. One may be willing to give to-day for bread 
double what he would have given a year ago, though only 
equally as hungry to-day. The strength of his desire for 
other things is a necessary factor. Cases are marginal, 
not in terms of absolute utility, but only of relative 
utility. A wealth of illustrations edifying to the point 
of weariness about the cigar and the loaf, Dives and 
Lazarus, the starving man and the man at feast, ought 
long since to have placed this truth beyond either the 

*Wieser appears to be of the other opinion. "The majority of theorists 
. . . are agreed that these prices are fixed by a marginal law. We, however, 
have gone still further, and say that value generally and in every form, even 
that of use, and even where there is no exchange, . . . must obey a marginal 
law. Jevons, Gossen, and Walras have,|not gone so far as to assert this. To 
these writers the utility of the separate portions or items of one supply is 
different according to the amount of use which each actually gives. ... I can 
scarcely hope to have converted him [the reader] all at once to such an un- 
familiar aspect of the question." Natural Value, 26, note. But in another 
note upon page 44 Wieser states the position again in a way to raise the query 
whether he is not talking about value rather than utility. In fact, in the 
second case he employs the word value for seemingly precisely the same mean- 
ing as was in the former case expressed by utility, the two statements together 
being perhaps mostly serviceable as illustrating the confusion of utility with 
value characteristic of Austrian discussion. 
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right or the danger of serious discussion, but have not 
done so. We still hear that stocks of goods in the 
general market may be ranged under one schedule with 
one margin of utility, and that the margin of utility both 
determines and is the market value for all the items of 
the market stock. 

Thus, considered merely as the marginal item in an 
individual schedule, marginal utility becomes no more 
than vaguely quantitative, — the assertion of a smaller 
utility than any other in the series. In no degree is it 
an assertion or measure of the absolute utility or of the 
precise ratio in utility which any item in the series bears 
to any other. To say that a certain utility is the smallest 
of a series does not imply anything about the size of this 
utility. The smallest potato in the bin may be a very 
sizable potato. 

From the very fact also that the series is a series, and 
that the very law of satiation which it expresses requires 
that the items of the series be unequal in utility volume, 
there can be no term within the series capable of serving 
accurately as the utility-measure of any other. 

Nor is it more defensible to assert that the measure of 
the utility is to be found in money. To say that the limit 
price upon a horse for a would-be buyer is 30 means 
simply that at any price above 30 the bidder would prefer 
to reserve his purchasing power for other purposes. But 
it will not do to assert with the Austrians that this 30 
measures the utility of either the goods or the horse. 
There is no such thing as measuring utility in money. 
All that the price limit of 30 says is that, as between the 
utilities of two things purchasable at 30, to go as far as 
30 for the horse is to reach the point of indifference. At 
higher than 30 something else is preferable. This 30 
mark speaks as to the relative utility — to the particular 
individual — of horses and other things, but says nothing 
as to the absolute utility of the things compared. That 
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John is taller than Tom tells nothing of how tall either is. 
Likewise, to assert an equality of utility between two 
things tells nothing as to the absolute utility of either. 
That all the potatoes in a bin are of equal size leaves 
everything in the dark as to the size of any of them. 

It follows that the vague term utility gets quit of only 
one dimension of its vagueness in becoming marginal. 
Nor does the strictly marginal utility — the lowest utility 
of the series — do even this. It is only when a quantita- 
tive relation of utility is asserted with reference to a com- 
modity outside the series — when utility becomes relative 
— that marginal utility, so called, can express itself in 
price limits or become relevant to the phenomena of ex- 
change. 

There are, then, three important concepts, each of them 
purely subjective, involved in the value analysis, — utility, 
marginal utility, and marginal relative utility. Of these 
three only the last has any share in the term value. It is 
indeed simply subjective value under a different name. 
Value of any sort emerges only where utilities become 
relative. For different buyers the relative utilities of 
horses to other goods when expressed in terms of money, 
as 30, 28, 26, etc., are purely personal estimates as to the 
utility of horses compared with the utility of the things 
which each buyer must forego in the event that he pur- 
chases a horse ; and these are marginal estimates, since 
each expresses the purchasing disposition pushed to the 
point of indifference. Each of these money statements 
is, therefore, an expression of subjective value, money 
serving as mere equation sign between quantities of un- 
known size : x = y, with no notion as to the magnitude of 
either x or y. The limit of what one will let go for a 
thing in order to get it, — the equality point, — is the 
measure of its value to him, — its subjective value. Mere 
marginal utility expresses the utility that is lost in the 
loss of one item of stock. In relative marginal utility — 
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loss in terms of something else — the thought is carried 
over into the field of value. 

We are now ready for further additions to our equip- 
ment of terms. Market value is the objective resultant — 
the equilibrium point — of all the different subjective 
values implicated in the market. The marginal traders 
are those with whose subjective valuations the market ad- 
justment most nearly coincides. For all traders other 
than the marginal there is an appreciable advantage ac- 
cruing from the fact of exchange. These differentials, — 
these distances of advantage between the sacrifice which 
would have been consented to, if imposed, and the sacrifice 
actually consented to — are the traders' quasi-rents. 



In the light of the foregoing analysis, what now shall 
be said of the cumbersome terminology of the Aus- 
trians ? * 

Whether in the Austrian thought marginal utility is 
identical with subjective value is not easily determined. It 
may well be so, since over and again marginal utility is 
made identical with market value. On page 209 of the 
Positive Theory subjective value is defined as "a value 
determined by the goods marginal utility " — something 
more than mere marginal utility, since by the definition 
subjective value is " determined by marginal utility." On 
page 139 it is said that " the measure of the utility which 
depends upon the good is, actually and everywhere, the 
measure of value for that good " ; on page 149, " The 
value of a good is determined by the amount of its mar- 
ginal utility " ; and on page 167, " Value is the importance 
which a good has for the well-being of a man." This is 

* I frankly confess that I would gladly exchange these pedantic and clumsy 
expressions for terms more euphonious and popular if they could be got to in- 
dicate the objects referred to with even approximate correctness, but I have 
not been able to find such expressions. The words use, value, and exchange 
value are not suitable at all, because, as we shall see, there is a subjective ex- 
change value. Positive Theory, 130, note. 
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certainly perplexing ; and it gets worse as one reads, or 
thinks he reads, that marginal utility is the same thing as 
use value, and that marginal utility is market value, and 
that marginal utility determines market value, and that 
price measures marginal utility, and that price is deter- 
mined by marginal utility. But all of this goes as objec- 
tion to the manner of employment of terms rather than to 
the justification for their existence. Of quite the other 
sort is the protest against objective value and objective ex- 
change value. These terms appear to lack reason for being. 

Objective exchange value gets its right to be by virtue of 
the instinct towards symmetry. There is, it seems, a sub- 
jective exchange value ; and objective exchange value comes in 
by the method of logical antithesis. Objective exchange 
value means nothing more than market value. It is there- 
fore harmless, and no more confusing than uncalled-for 
terms commonly are. 

Not so with subjective exchange value. This term is not 
merely unnecessary to clear thinking : it is positively in- 
consistent with clear thinking. 

Doubtless the utility of a good may be greatly enhanced 
by exchange for something else, and in a sense the utility 
of the purchased thing may be conceived as reflected back 
upon the thing which purchased it ; but the case will all 
the while be one of utility. That this utility is obtained 
through exchange would justify calling it indirect utility 
or exchange utility, but not value. The fact that an ex- 
change has taken place does not fix the notion of value 
upon everything connected with the exchange transaction. 
If some word must be had to indicate that this process has 
taken place, that word should be exchange. And, if value 
were in any view permissible, the purchased good would 
have to be measured in value by the thing which bought 
it, this leaving us precisely where we began. The term 
subjective exchange value should therefore give place to 
subjective exchange utility ; and, inasmuch as utility of 
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any sort must be subjective, the term could well remain 
exchange utility. Inasmuch, also, as all gains in utility ef- 
fected through exchange are sufficiently indicated under 
quasi-rents, perhaps it would be as well to drop the entire 
series of terms. 

The foregoing analysis, with its derived concept of mar- 
ginal relative utility, — later to be resolved into marginal 
sacrifice, — will, if accepted, serve not merely to disburden 
the Austrian statement of its intricate and awkward ter- 
minology, but also to bridge over some serious gaps in its 
doctrinal unity. The argument thus far may be summa- 
rized as follows : — 

Utilities are comparable only as parts of an individual 
schedule : there is no series and no margin where different 
men are considered. 

Nor, as mere utility, can there be any basis of comparison 
between the margins of different individuals. There is, 
therefore, by marginal utility no way over from the indi- 
vidual to the market. 

The introduction of money avails nothing for this pur- 
pose, since utility is not susceptible of a money measure. 
Only by the concept of relative utility — the individual's 
comparison of competing marginal utilities, — subjective 
valuation, — are we able to find a way from the purely 
personal and psychological aspects of the problem to the 
objective and impersonal resultant which we call market 
value. Only by this method are the motives underlying 
exchange and fixing its terms intelligible. Wanting this 
notion of relativity, subjective and objective values must 
forever remain distinct and separate fields of investiga- 
tion.* 

* That this discussion is not at all beside the point may be judged from the 
following from Wieser : " Theorists who have confined themselves to the 
examination of exchange value, or what comes to the same thing, of price, 
may have succeeded in discovering certain empirical laws of exchanges in 
amounts of value ; but they could never unfold the real nature of value and 
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III. 

The Austrian explanation of value is based upon the 
assumption that, as the items of offer and demand become 
more numerous, the margin interval within which the 
higgling process may be operative is constantly reduced. 
A sufficiently minute gradation of both offer and demand 
is assumed — so near an approach to infinitesimals — as to 
justify the treatment of the selling price as accurately a 
marginal price for both demand and supply. Admitting all 
the necessary attendant conditions, — namely, that all the 
commodities are of equal desirability, all the competitors 
in the market simultaneously, and " that the buyers and 
sellers make no mistakes about the actual state of the 
market such as would prevent them from really pursuing 
their egoistic interests," * — assuming, in short, a per- 
fectly frictionless market, this may be admitted as an 
accurate account, descriptively, of the market process ; but 
it is another matter to assert that the point of adjustment 
expresses marginal utilities, or measures them, or is meas- 
ured by them. As we have seen, two marginal utilities 
must be compared by each marginal trader — utilities 
must become marginal relative utilities — before a trader 
can become a marginal trader. It is still another matter 
to assert that these marginal traders are, as against the 
opposing in-pressing volumes of commodity and of pur- 
chasing power, the causal facts determining the ultimate 

discover its true measure. As regards these questions, so long as examina- 
tion was confined to exchange value, it was impossible to get beyond the 
formula that value lies in the relation of exchange, — that everything is so 
much more valuable the more of other things it can be exchanged for. . . . 
Value was conceived of relatively by referring one thing to another, as the 
ratio of valuable things. Absolutely and by itself value was not to be under- 
stood. It is significant of this conception to state that one thing cannot be an 
object of value in itself ; that a second must be present before the first can 
be valued. Theory has only very gradually shaken itself free from this mis- 
conception, this circle. . . . As a matter of fact, value is still chiefly regarded 
relatively." Natural Value, 53, note. 

* Positive Theory, 204. 
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price adjustment. One is here reminded of iEsop's tale 
of how the fly sat on the axle-tree of the chariot, and said, 
" What a dust do I raise ! " It is yet even more question- 
able to assert that, while the market price coincides with 
the price limits of both marginal traders, the price is 
invariably determined by the price limit of only one, — the 
buyer. All these questions really resolve themselves into 
the one great question, What are the causative forces in 
the market adjustment ? 



The illustration — quoted from Positive Theory — of 
isolated exchange has already received sufficient examina- 
tion. No talk of determination of price by margins or at 
margins, but only between margins, can be made for this 
case. 

Consider now the illustration of competition confined 
to the selling side. If A is the only buyer, with 30 as 
his price limit, and if together with B x , with a minimum 
price of 10, there are other items of supply, B 2 at 12, 
B 3 at 15, B 4 at 20, and B 5 at 25, the price must be made 
at somewhere between 10 and 12 as the limits.* 

This second case gives little support to the theory that 
the price adjustment either expresses a demand price or 
is limited in either direction by demand margins. Both 
the upper and the lower limits are fixed by offerers' prices. 

It appears, indeed, that only where, at a certain mini- 
mum of price as set by supply, the demand items out- 
number the supply items, can a demand schedule furnish 
both price limits ; but cases of this sort are presented only 
in the one-sided competition of buyers : 

" Assume now that, in addition to A x and A 2 , three other 
buyers, A 3 , A 4 , and A 6 , compete for the horse, and their 
respective circumstances are such that they count the 
possession of the horse equivalent to 22, 25, and 28, re- 

* Positive Theory, 201. 
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spectively. . . . A 3 will bid to the limit of 22, A 4 to 25, and 
A 5 to 28." * 

Thus at 28 A x and A 5 would close, so A. x must pay a 
price somewhere between 28 and 30. 

Observe that this is a case, in its terms, of one item of 
supply against two of demand. A distinction must, how- 
ever, be made between the case where the supply is for 
sale at whatever it will bring and the contrasted case of 
supply offered with reservation limits. Cases of this sec- 
ond sort are typical. Much of the perplexity in defining 
demand and supply is due to the fact that supply, in the 
sense of the ordinary statement, is both demand and sup- 
ply, and as much the one as the other. The bad lo^'-c of 
explaining price by demand and supply, and then defining 
demand and supply as derivatives from price, is sufficiently 
manifest. Ruskin's inspirational methods touched the 
heart of the question when he wrote, " The economists 
mean by demand ' the quantity of a thing sold.' I mean 
by it the force of the buyer's capable intention to buy. 
In good English, a person's demand means not what he 
gets, but what he asks for." 

So if two men, one with a price limit of 30 and the 
other of 20, want to buy a certain horse, while the seller 
will refuse anything under 10, there are really three 
demand prices bearing upon the horse. The seller plays 
two roles. The case is not that of a willingness to sell at 
any price, — in which we should rightly reckon only two 
demands, — but is rather like that at an auction where 
there is an authorized bidder-in. If now the sellers' re- 
serve prices were made items in the demand column, all 
goods being thus conceived as goods offered without 
reserve, something would be achieved toward clarity of 
concepts — on the one side as supply, all the supply there 
is, and, on the other side, all the demands that bear upon 

* Positive Theory, 201. 
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it. For example, let buyers' prices range from 12 to 2, 
and sellers from 1 to 10. 



At 7 six men will buy and seven will sell ; at 6 seven 
will buy and seven will sell. The price must fall be- 
tween 6 and 7 with six sales, four would-be sellers re- 
taining their respective horse 

Now change the statement so as to allow the sellers 
reserve limits to appear as demand, leaving the supply 
for sale at whatever price the market will allow. The 
demand schedule will now stand as 12-11-10-10-9-9- 
8-8-7-7-6-6-5-5-4-4-3-3-2-2-1. Over against this are 
the ten items for sale without reservation. The price 
cannot be made at above 7, and may rest at any point 
short of 6, where two other buyers stand ready to pur. 
chase. 



Buyers. 
12 


Sellers 
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11 
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" TWO-SIDED COMPETITION. 
Buyers. 

"Ai values a horse at 30, and would buy at any price under 
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Sellers. 
B 1 rates a horse at 10, and would sell at any price over 



a it a a 

a a « tt 
tt i. <( (< 



tt <( tt 



B 2 " 


a a u 


it u 


B 3 " 


it a a 


" " 


B 4 " 


tt tt a 


tt a 


B 5 " 


tt it tt 


tt t 


B, " 


tt it tt 


tt a 


B 7 « 


tt « a 
ti tt tt 


a it 
tt tt 



30 

28 
26 
24 
22 
21 
20 
18 
17 
15 



10 

II 

15 

17 

20 

21* 

25 

26 



At any price over 20 only six horses are demanded and 
five offered. . . . The solution becomes essentially differ- 
ent when the rising bids have reached the limit of 21. At 
that price A 6 is compelled to cease bidding, and there 
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are now only five sellers against five buyers The 

bargain may be concluded at the price of 21." But at the 
price of 21 1-2 " there would be a sixth possible seller in 
the form of B 6 . . . The limits within which the price 
must necessarily be determined are narrowed to 21 and 
21 1-2." * 

Recasting the problem so as to make reservation prices 
appear in the demand column, the supply schedule stands 
as eight items for sale without reservation as against offers 
of 10-11-15-17-17-18-20-20-21-214-23-25-25 - 26 - 27 - 
28-30. The price outcome is, of course, the same as 
before. 

It is worthy of note that this view of supply as having 
also a demand aspect and as leaving both the upper and 
the lower price limits to be furnished from the demand 
schedule affords scant comfort to the demand school of 
value, since it remains true that the number of items in 
the supply schedule must determine between which limit 
pair of demands the price shall finally settle. Otherwise 
than by somehow showing that the volume of the supply 
schedule is itself to be traced back to demand forces and 
explained by them, the demand point of view fails to 
make out its case. 

But, in whichever manner the problems are analyzed, 
it is evident that no warrant has yet been given for assert- 
ing the paramount importance of either demand or offer 
in the determination of price. Admitting that for cases 
where infinitesimals have excluded higgling, " we now see 
that every market price is a marginal price," f the existence 
and origin of any one determining force must still be held 
in doubt. To justify the Austrian interpretation, supply 
has yet to be resolved into demand. 

It remains to be pointed out that, while in an isolated 
exchange B and A get at the terms of sale by higgling, 

* Positive Theory, 203-200. t Ibid., 20<t. 
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and while, in the case of the one seller B in face of A x and 
A 2 , the price is fixed by the bargaining of B with A x , it is 
a hazardous step to conclude that any similar pairing-off 
can obtain under the two-sided competition of the ordinary 
market, no matter how idealized may be assumed to be 
the conditions. It can hardly be true that, in order to 
reach the price adjustment, any particular individuals 
must get together ; yet our rationalized schematic nar- 
rative has it that the least anxious actual buyer who would 
pay 22, if necessary, and the least anxious actual dealer 
with his limit of 20, — the marginal bargainers, — arrange 
the price adjustment through their skill of fence in the bar- 
gaining process. They certainly need not; all that the 
perfect market assumes is that such a price be reached as 
shall leave no one having the willingness to sell below the 
price to cry his wares without a purchaser, and as shall 
leave unsupplied no purchaser who would yet search for 
the commodity at any slightest fraction above the price 
established. The price which will fulfil these conditions 
may be established in no matter what wise : it is sufficient 
that it will not be disturbed. The chances are evidently 
thousands to one that the marginal traders will not get 
together to higgle, and it is by no means clear that these 
are the traders of especially marked disposition to higgle. 
That they are the most indifferent of all, in point of the 
volume of quasi-rents at stake, may not indeed fairly 
argue that they are the least interested in the particular 
penny or two to be contended for ; but in actual fact not 
the number of pennies at stake, but the kind of people 
playing for these pennies, will mostly determine who will 
do the higgling and how much higgling will be done. 
Women of the shopping and bargain-counter mania deserve 
especial attention in this connection. There is no sufficient 
reason for supposing them to be purchasers at or near the 
margin of indifference. 

And, even were it true that the traders nearest the 
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margin chiefly do the higgling, their activity could be 
effective in setting the last touches to the price adjust- 
ment only so far as they were assumed not to be marginal. 
It is of the essence of the theory that in a perfect market 
higgling is not a force to modify the outcome ; and, even 
upon the assumption of an inter-marginal area, it could be 
only within this narrowest of limits and as putting, so to 
speak, a fine edge on the price that bargaining could avail 
to fix the terms of the exchange. Certainly, in the broad 
view, these marginal or quasi-marginal bargainers are the 
results of the price limit, and not the cause of it. The 
marginal item, whether of demand or supply, differs from 
any other item only that through it as marginal increment 
a determination may be made of just what effect it, or any 
other single item, has had upon the price adjustment, 
measurement being made from the point at which all the 
other forces in the market would otherwise have left 
the price. Not to the soldier who fires the last gun is 
the victory to be accounted, nor is the smallest boy 
who touches off a fire-cracker to be held responsible for the 
Fourth-of-July hubbub. If there is truly a marginal 
buyer, the marginal price must coincide with his valua- 
tion ; but neither the point of adjustment nor the buyer 
at this point is the determinant of price. This buyer is 
the least forceful among all the buyers. True it is that, if 
he were not in the case, the price would have been other ; 
but so is this true of all other buyers. The marginal 
demand is one among the whole number of demands, and 
as such has its part in the resulting adjustment ; but it is 
the entire demand in equilibrium with the entire supply 
which gives this market adjustment. Almost as well talk 
of the child who chases the wave up and down the shingle 
as fixing the wave-front.* 

For most purposes the marginal traders are observers. 

* The withdrawal of iron from any one of its necessary uses would have just 
the same influence on its value as the withdrawal from its marginal use. 
Marshall's Principles, 580, note. 
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It is true that their added weight in the market may 
move the price from one margin to another, but the basis 
on which they build or to which they add is made by 
thousands of other demands in face of thousands of 
offers.* 

The fact appears to be that the marginal method of 
analysis is of very limited application as an account of the 
concrete facts of industry, and is of even less value as a 
statement of causal sequences. As a thoroughly rational- 
ized statement of that which never remotely approaches 
the rational, — as a formulation of the logic implicit in the 
market, — it has, in some directions, an important function 
in economic investigation ; but it says merely that, with the 
various occasions of friction eliminated, with things differ- 
ent in degree merely, the forces and tendencies of the mar- 
ket would work out in conformity with the illustrative 
scheme. It has nothing to say as to the nature or causal 
interplay of these forces. 

This is in no sense to deny the important service of the 
marginal method, but rather to define and limit its pur- 
pose. Only by such close analysis of what is characteristic 
in marginal relations does the ready and sensitive response 

* That this needs saying is evident not merely from numberless cases of 
careless statement, — some of my own among them, — but from cases where the 
marginal doctrine is made the basis of really absurd conclusions : — 

" At first sight it may appear strange that so few persons, and those po 
little conspicuous, should decide the fate of the whole market ; but on closer 
examination this will be found quite natural. If all are to exchange at one 
market price, the price must be such as to suit all exchanging parties ; and 
since naturally the price which suits the least capable contracting party suits, 
in a higher degree, all the more capable, it follows quite naturally that the 
relations of the last buyer whom the price must suit, or, as the case may be, 
the first buyer whom it cannot suit, afford the standard for the height 
of price." Positive Theory, 213. 

"We may go a little farther, and affirm that, so far from the money 
demand proper being the regulating demand, in the adjustment of ratios 
between the precious metals and other commodities that money demand can 
hardly ever be the regulator. . . . [It] can hardly ever be that last margin of 
demand to which the last margin of supply is adjusted, and by which the 
ratio of exchange between the precious metals and other articles will be finally 
settled." Giffen, The Case against Bimetallism, pp. 94, 95. 
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of value to market influences become intelligible, or a ra- 
tional and detailed account of the ultimate relations of 
demand and supply to each other, and both of them to 
market prices, become possible. 

IV. 

Thus far in our discussion no account has been at- 
tempted of the way in which cost-of-production influences 
may bear upon market values. Producers and consumers 
are familiar with the market system as a social product, — 
an institution, a going concern, — under the limitations 
and opportunities of which production and its costs are 
worked out. But cost of production is equally a fact in 
the Crusoe economy, and equally conditions Crusoe's 
activities. Each product costs the isolated producer its 
quantity of displacement of produced or of producible 
goods. It is a question of foregoing. So far as Crusoe's 
work was rationally planned, he was constantly turn- 
ing his efforts to that undone thing the doing of which 
was of leading importance. At a certain point fishing- 
was abandoned for game. The game cost fish or the 
fish bought game, since the work which would produce 
fish or game was applied to game, and withdrawn from 
fish. It is true that the actual going concern, — the mar- 
ket system, — under which production now takes place 
and costs are determined, conforms but slightly to the 
terms of any possible schematic statement. In the retail 
trade there are almost as many prices as shops. All sorts 
of influences, confusions of brands and trade-marks, in- 
dustrious and mendacious advertising, neighborhood con- 
venience, snobbery in tribute to the social repute of par- 
ticular dealers, ignorance, hurry, and carelessness, make 
the retail demand, in large measure, non-competitive. 
And likewise in the wholesale trade, where things are not 
sold by the method of minute increments and marginal 
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items, there is never a market price in the sense that the 
next travelling salesman will not make another. 

But for most purposes it is sufficient that there is an ex- 
isting market, and this without the aid of any rational- 
ized or conjectural history as to how it got itself estab- 
lished: there is a going concern, under the constantly 
fluctuating conditions and varying opportunities of which 
streams of commodities from countless directions are un- 
ceasingly trickling or flowing in, while, in isolated, care- 
less, haphazard fashion, out-takings of commodities are con- 
tinually being made for purposes of consumption. 

But in all this confusion of conditions the producer does 
know, in the general average and in the long run, about 
what he can get for his product, and produces this or the 
other commodity in view of market opportunities as he 
estimates them. His attitude is, in substance, that of an 
acceptor of an offered price. His cost of production 
is essentially the same as in isolated production : the 
transaction is the exchange of one complex of goods for 
another. Cost is in the value of what might have been 
produced, but was not produced, — in the goods (or the lei- 
sure) which the producer consented to forego. 

This is cost at its simplest, and doubtless it is over- 
simple. Not all ways of gain are equally productive : 
some lines of activity are out of the question, as requiring 
for success some things which a scrupulous man will not 
do. Either the occupation intrinsically or its plane of 
competition is unacceptable: irrespective of the dictates 
of caution, most men are disposed to draw the line some- 
where on this side of burglary or highway robbery. Chat- 
tel mortgage investment is unattractive to a philanthropic 
or sentimental investor. The saloon and the faro bank at- 
tract only a limited supply of business enterprise. In fact, 
aptitudes and tastes come into effective play in the choice 
of occupations. It is not uncommon that a man prefer to 
preach or paint at one income rather than do something 
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else at twice the income. So, again, not all men need de- 
cide between work and want : there are many to whom 
leisure is a possible choice, and who, with falling profits or 
with failing pleasure or interest in an occupation, or at the 
approach of old age or ill-health, will retire from produc- 
tive activity. And, finally, there are men — and women 
— who waver between productive effort and the parasitism 
of crime or vagabondage. 

The bearing of leisure upon cost must be a little post- 
poned in this discussion. It is here sufficient to say that 
for most cases cost is something more than a return for the 
outlays of production, something more also than a personal 
justification for activity against idleness. The producer 
must in addition justify his occupation against any other 
line of occupation open to him. As bearing upon price, 
cost is nothing more than the inducement necessary to the 
bringing forth of product. The search for the maximum 
compensation for the productive energies and opportuni- 
ties at one's disposal is the typical form in which cost pre- 
sents itself. 

Cost, then, is to be restated as the sacrifice of alterna- 
tive opportunities of productive employment or productive 
investment. It is the long-run refusal price below which, 
as a margin, the advantages of some alternative activity 
will tip the scales. Resolving this long-run refusal price 
into the relative advantages of other employment, — the 
compensations offered by other demands, — price is recog- 
nized as the equating point of opposing demands. Sup- 
ply thus takes on a definitely dynamic aspect. It is no 
longer an inert or passive fact, as the object of demand^ 
having the capacity to affect values only as it satiates de- 
sires. It has rather the aspect of a resistance, the direct 
expression of demand working in other directions. 

We return, then, to the fact that all demand, marginal 
or other, is demand only in terms of other things, ex- 
presses the desire for the commodity in question as against 
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the alternative application of the purchase price, and is 
intelligible only as recognizing, including, and overbear- 
ing this alternative demand. The marginal demand is 
such only by the fact that two opposing demands are at 
the equality of indifference. Likewise with the supply 
schedule : the price at which any one sells expresses his 
preference for the thing purchasable with the price as 
against the thing in hand. The margin is the margin of 
indifference between these two utilities. 

Carried over into the field of costs — into the psychology 
of preparation to sell rather than of readiness to sell — the 
principle holds with equal obviousness. In view of 
the market prices of different commodities, to what com- 
modity shall the producer apply himself? It is a choice 
as to which demand will pay him best. At the margin it 
is an equality of advantages between the two most ad- 
vantageous opportunities. The cost of one product is 
estimated in the displacement of some other. The resist- 
ance to the production of any commodity is in the com- 
pensations attainable through other commodities. 

It follows, then, that a supply schedule based upon 
costs is not a flow of items to be sold for whatever they 
will bring, but a flow with very definite though changing 
reservation limits. These limits are given by the demand 
for productive forces to be applied in other directions. 
These other demands are therefore to be included as items 
in the demand schedule for the long-time adjustment. 

If it be granted that the supply schedule is equally a 
demand schedule, the futility of the contest between the 
utility school and the cost school becomes apparent. Each 
of the contestants will have to make room for the other, 
with both elements recognized as dynamic in precisely the 
same sort. All talk of either margin or of both as fixing 
the market price must cease : the entire discussion will 
sum up its results by the replacing of the preposition 
by with the preposition at. By common consent cost of 
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production has no bearing upon value excepting by way 
of modification of supply. Relatively speaking, the de- 
mand schedule is a fixed one. There is, therefore, much 
to say for the view that, however fully the primal and 
causal nature of demand be recognized, it is yet true that, 
given man as be is, with his equipment of desires and 
tastes and habits and customs, modifications in price are 
most profitably studied from the point of view of varia- 
tions in the supply term. Diminishing costs are the char- 
acteristics of a progressive social economy : the proximate 
causes of modifications in value are, then, to be found in 
those changes of productive processes which, by diminish- 
ing the cost, expand supply. A better process implies 
simply that per unit of product it is now necessary to 
divert a smaller total of productive forces from other lines 
of production. Prices fall until the rising curve of product 
cuts the falling curve of price at the equilibrium point of 
compensations. Productive energies distribute themselves 
in view of the marginal urgency of the different demands. 
Distribution is made at the compensations fixed by each 
of these different demands. It is, then, not an adequate 
formulation to say that the market, having become over- 
stocked at the old price, the increased supply makes it 
necessary to make sale connections with wants of lower 
intensity — that the larger supply has, so to speak, un- 
covered lower levels of demand, so that the market price 
is still the marginal demand price of the newly attracted 
purchasers. Doubtless so it is, but it is equally the mar- 
ginal supply price. Neither the relative-marginal-utility- 
demand items nor the marginal-utility-supply items can 
be, either alone or in conjunction, taken as fixing value, 
but only as commensurate with value. 

All of this marginal explanation assumes not merely an 
infinitesimally minute gradation in both demand and sup- 
ply schedules, but also, where the rSle of supply is assumed 
by production, an ideally perfect competitive production. 
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So soon as any sort of restriction or monopoly obtains, the 
supply schedule takes on the aspect of unreserved supply : 
demand forces are predominant, and supply stands as the 
passive satiation of demand. 

It remains to discuss those limitations of supply due, not 
to choice between different productive occupations, but to 
choice of leisure or inaction as against any sort of produc- 
tion. That ordinarily and typically the choice is not be- 
tween production and idleness, but between competing 
lines of production, does not provide for the case of that 
producer whose margin is one of retirement; and what 
about the fact that all production — other than that of the 
fixed factory day — has its sundown margin of weariness ? 
These are clearly cases of margins, and margins of the sup- 
ply-limiting sort ; that is to say, cost of production mar- 
gins. And, if they are so, why is not the marginal cost of 
production, in either case, the point of indifference between 
effort and product — thus arriving at the old doctrine of 
labor cost? 

Evidently, this difficulty does not present itself under 
the wage system ; and, in point of fact, as bearing in an 
important way upon the relative volume of products in 
different industries, no man is marginal as to the question of 
the last hour or minute of his day, but by his line of pro- 
duction taken as a whole. Weariness must come in any 
employment : the length of the working day or the degree 
of weariness at night gives no hint as to the relative irk- 
someness of the whole day or whole line of employment, 
or as to the total utility or total exchange value of the differ- 
ent possible results in product. But this, again, is only to 
repeat that the choice is commonly between different lines 
of production. But it is not always so : we still await the 
interpretation to be given to the day's-end margin of rest. 
The solution is found in the fact that, inasmuch as no 
margin is important unless as bearing upon supply, and as 
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this weariness margin is a margin common to all lines of 
supply, it does not affect the relative product of the differ- 
ent industries. That from this labor point of view every 
one is a marginal producer involves the fact that for the 
purposes in hand no one is. All are contributors to sup- 
ply under substantially similar influences. For price pur- 
poses no person is to be regarded as marginal as against an- 
other otherwise than as he is in peculiar degree subject to in- 
fluences tending to reduce or limit supply. Here, again, it 
is important not to misconceive the significance of the mar- 
ginal method : its service lies chiefly in its accurate and 
illuminating analysis and measure of the forces and influ- 
ences bearing upon demand and supply volumes to modify 
them. The notion that margins are determinants instead 
of being determined, and that there resides in them some 
special price-influencing virtue, is both fallacious and mis- 
leading. The older doctrine which held price to be merely 
the adjustment or equilibrium point between demand and 
supply fully covers the case : the later analysis works 
within the old lines, but does not transcend them. 

That cost has as much to do with value as has utility, 
and marginal cost as marginal utility, has been made 
evident by the fact that cost is itself a comparison of 
utilities, and is merely the market expression of the 
resistance of competing demands. There is also this ad- 
vantage in the affiliation of value upon cost rather than 
upon utility: that it is the super-position of cost upon 
utility which gives value ; that is to say, value is rather 
the measure of the cost of utility than the measure of 
utility. 

If now we inquire as to the nature of the cost imposed 
as a condition upon utility and which, imposed, trans- 
forms utility into value, we return again to the fact that 
cost is commonly and typically worked out in terms of 
other utilities. This is, indeed, merely to return to our 
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earlier demonstration that no utility becomes economic in 
nature until compared with another — until it is thought 
of as a relative utility, — and that all cases of margins are 
relative margins, and that marginal utility is in reality 
marginal relative utility. 

It remains, then, to urge that marginal utility and 
marginal cost would obtain more accurate and less awk- 
ward expression as buyers' marginal sacrifice and sellers' 
or producers' marginal sacrifice. 

Suppose it be asked how much one values a thing 
that cost him nothing. The answer must be in terms 
of what he would refuse for it. Only rarely could it be 
in terms of what work he would perform to get it, since, 
ordinarily, his method of replacement would be by the 
roundabout method of production and exchange. Like- 
wise, the " old master " has never had an explanation of 
its value in terms of its cost ; nor have defective goods, 
or goods unadvisedly produced, or goods deserted by 
whim or fashion. Even for cases where there is a cost of 
production or of reproduction, price is rarely, if ever, at 
the point of actual cost, but varies more or less widely, by 
excess or defect, from the cost normal. Things have value 
in terms always of the sacrifice which they command. 
This is not at all equivalent to saying that things have 
value according to what they have cost or would cost 
the producer. The withdrawing seller is himself a buyer ; 
and in a Crusoe economy the question must always go 
back to what Crusoe would undergo or what advantage 
he would refuse rather than surrender the thing in hand. 

The acceptance of sacrifice as at the heart of value con- 
cept does not rest upon the cost of production explana- 
tion of value, still less upon the labor-cost theory. It 
does, however, include these wherever they rightly apply, 
— as, for example, in the case where the producer hesi- 
tates between production and leisure. It is only where 
supply is elastic that cost affects price or points to a 
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normal. If demand permits, things may sell at any dis- 
tance above their cost as well as, with lax demand, at 
any distance below ; but for any of these cases the sacri- 
fice statement holds. So of wages ; there is practically 
no limit beyond which wages may not fall in any one 
industry, were it not for opportunities in competing em- 
ployments. Wages as cost cannot be low or high abso- 
lutely, but only relatively. Relativity is of the essence 
of cost in all cases. Marginal relative utility is marginal 
sacrifice. 

H. J. Davenport. 
Lincoln, Nebbaska. 

By the kindness of the editor my attention has been called to an 
article by David I. Green — " Pain Cost and Opportunity Cost " — in the 
January, 1894, number of this Journal. In many respects Mr. Green's 
analysis of "opportunity cost" anticipates the positions taken in the 
last two or three pages of this article, and, needless to say, covers the 
ground much more adequately. His treatment is especially illuminating 
for the purposes of this discussion. — h. j. d. 



